Abstract: This study deals with the linkages between financial development and poverty reduction in Egypt using data for the period of 1975Q1-2011Q4. The stationarity properties of the variables are tested by applying Zivot-Andrews structural break unit root test. The structural break autoregressive distributed lag-bounds testing approach to cointegration is used to examine long run relationship between the variables. Our results show evidence of cointegration which confirms the presence of long run relationship between financial deepening, economic growth and poverty reduction. The VECM Granger causality results are somewhat interesting. The findings indicate that financial development reduces poverty when domestic credit to private sector is used as proxy for financial development. The direct channel that financial sector development can lead to enabling the poor to access or broaden their access to financial services, such as credit and insurance-risk services, is therefore confirmed in case of Egypt. Furthermore, the indirect channel where financial sector development contributes to poverty reduction through economic growth is also confirmed for Egypt. This is only found when M 2 is used as a proxy for financial development and infant mortality per capita as proxy for poverty.
Introduction
The role of financial development in driving economic growth has been the subject of enormous discussion and debate for decades. Theory suggests that financial development form a potentially important mechanism for achieving long lasting growth (Hanohan, 2004; Levine, 2004; Beck et al. 2004 , Shahbaz et al. 2015 . The literature provides that an efficient financial system can ameliorate risk, mobilize savings, encourages productive investment, promote specialization and reduce transaction and information costs, and so forth. Such theoretical views received considerable empirical support from numerous studies, and for a large group of countries [e.g. Levine and Zervos (1998) , Darrat (1999) and, Khan and Senhadji (2000) ]. In contrast to the outpouring of research on the impact of financial development on economic growth, empirical work on the relation of financial development and poverty reduction has been relatively limited.
In comparison, fewer studies have examined the nexus between financial development and poverty reduction. Besides, such studies seem to produce unclear and inconsistent results from the empirical front to whether financial development actually leads to poverty reduction in developing countries. Furthermore, most previous studies that have attempted to examine such linkage have concentrated mainly on Latin America, Asia and Africa countries with the latter receiving little attention. It is worth noting that the majority of such studies, up until recently, were based mainly on a bivariate causality analysis which may suffer from bias associated with the omission of variables.
Egypt, a country with an estimated population reaching 85,294,388 (July 2013 est.) [CIA-Theworld-fact book], is the most populous country in the Middle East and Africa region, with an economy that depends primarily on agriculture, tourism, media, and petroleum and natural gas exports. In addition, an estimated 2.7 million Egyptians who live abroad contribute actively to the development of their country's economy through remittances which are estimated to have reached US$ 7.8 billion in 2009. While the country has implemented market reforms which started in early 1990 which are improving economic growth, it has not been successful in improving the living standards in Egypt which are low by international standards, and have even declined consistently since 1990 for the average Egyptian. A government survey that was conducted recently has shown that an increasing number of Egyptians are struggling to feed and clothe them. The report by the Egyptian Food Observatory found that of the 1680 households surveyed in September 2012, 86% said their income was insufficient to cover their monthly food, clothes and shelter bill. There is no question that corruption, poverty, unemployment and an unbalanced distribution of wealth in Egypt were among the main reasons that fed into the frustration that ultimately led to the revolution in January 25, 2011 . Whether the new political parties, including the Muslim Brotherhood would be able to establish and follow a stable macroeconomic base that result in improving the living standards of Egyptians in the long run remains to be seen. The country's economic situation, however, is not likely to improve in the near future as the economic conditions are forecasted to deteriorate further against a strained political situation (March, 2013) . According to the Oxford Analytica Country Profiles (Mar 8, 2013) . Growth is expected to reach just 2.6% in the 2012-13 fiscal year compared to 5.5% prior to the 2011 uprising. Egypt's economic outlook has become increasingly fragile since mid-December, with the country's foreign exchange reserves falling below the level that covers three months of imports and with the pound losing almost 10% of its value against the dollar. All these factors will make it harder to control rising inflation, the rising budget deficit, and to implement the longstanding subsidy reform, tax rises and other reforms agreed as part of the IMF loan. The implications for the average Egyptian do not seem to be promising at least in the near future. It is against this background that this study attempts to investigate the dynamic linkage between financial development and poverty reduction in Egypt by incorporating growth of GDP as an intermittent variable -thereby creating a simple trivariate setting.
The remainder of the paper is organized as follows: Section-2 will survey the relevant literature; Section-3 presents the estimation techniques and empirical analysis. Section-4 concludes the study and provides policy implications.
II. Financial Sector Development and Poverty Reduction: A Literature Review:
This section reviews the theoretical and empirical literature on the role of financial sector development in reducing poverty. There are theoretical convincing point of views that financial sector development plays a critical role in facilitating economic growth and poverty reduction.
These views tend to substantiate that a well developed efficient financial system tends to facilitate the process of capital accumulation which increases the level of economic growth which in turn assist in reducing poverty. Zhuang et al. (2009) argued that financial sector development can impact poverty through two channels, indirect and direct. The first is a major channel where financial sector development contributes to poverty reduction through economic growth. This is what is referred to in the literature as trickledown theory where economic growth is seen to either trickle down to the poor through job creation and other economic opportunities.
Furthermore, economic growth also is seen to create the required conditions for the broader distribution of the benefits of growth (Todaro, 1997 growth could possibly create jobs for the poor. Second, higher rate of economic growth would benefit the poor because it could result in the reduction of the wage differentials between skilled and unskilled labor (Galor and Tsiddon, 1996) . Third, higher tax revenues resulting from growth could lead to an increase in government social spending (health, education, and social protection) which benefit the poor who as a result can invest more in human capital (Perroti, 1993) . Fourth, more funds would become available to the poor for investment purposes, with the resulting increase in capital accumulation, which will increase their income (Aghion and Bolton, 1997).
The second channel relates to the argument that financial sector development can lead to enabling the poor to access or broaden their access to financial services such as credit and insurance-risk services. This will reinforce the productive assets of the poor, which will augment 
III. Estimation Strategy and Data Collection
The basic objective of present study is to investigate the causality between financial depending, economic growth and poverty reduction in case of Egypt using quarter frequency data over the period of 1975Q1-2011Q4. In doing so, we have applied series of unit root tests. The long run relationship between the variable is investigated by applying the ARDL bounds testing to cointegration in the presence of structural breaks. The direction of causality is tested by using the VECM Granger causality approach. These tests are detailed one by one. However, due to lack of information on structural breaks stemming in the series, these tests produce unreliable results. To remove this anomaly Zivot and Adndrews, (1992) suggested another model that allows to accommodate single structural break point in the variables at level form, in slope of trend component, and in intercept and trend function. Using Zivot-Andrews, (1992) model the structural break in the series can be tested as: 
III. Results and their Discussions
The Note: * and ** indicate significant at 1% and 5% levels respectively. Optimal lag order of the variables is shown in small parentheses.
Since the structural breaks stemming in the series are not reflected on these unit root tests, such tests tend to provide unreliable and biased results. In such an environment, application of these tests becomes questionable. To deal with this problem, we decided to apply Zivot-Andrews (Zivot and Andrews, 1992) structural break unit root test which allows for having information about an unknown structural break point stemming in the time series. Note: * represents significant at 1% level. Critical T-values are -5.57 and -5.08 at 1% and 5% levels respectively. Lag order is shown in parenthesis.
The results are reported in Table- Egypt. An appropriate lag order of the variables is needed to apply the ARDL bounds testing.
Various lag length criterion are available indicated in Table-4 . We followed Akaike information criteria to select appropriate lag length. It is pointed by Lütkepohl, (2006) that AIC has superior power properties for small sample data compared to any lag length criterion. Our decision about lag length is based on the minimum value of AIC. The results are reported in Table-4 . It is found that we cannot take lag more than 6 in such sample data.
The next step is to estimate the ARDL F-statistic to examine the existence of cointegration between financial development, economic growth and poverty reduction over the study period of 1975Q1-2011Q4 in case of Egypt. The results of the ARDL F-statistic are reported in Table- The VECM Granger Causality Analysis
The presence of cointegration among the variables implies that causality relation must be existed at least from one side. The directional relationship between financial development, economic growth and poverty reduction will provide help in articulating comprehensive economic policy to reduce poverty and sustain economic growth for long span of time. We applied Granger causality test within the VECM framework to detect the causality between the variables. Table-5 reports the results of the VECM Granger causality analysis (once we used head-count ratio as poverty reduction indicator). The long run causality is captured by a significant t-test on a negative coefficient of the lagged error-correction term 1  t ECM . The jointly significant LR test on the lagged explanatory variables shows short-run causality.
The long run causality results show that the feedback effect is found between poverty reduction and economic growth. Financial development indicated both by real domestic credit to private sector per capita and real liquid liabilities per capita Granger causes poverty and economic growth (see Table- 5) . In short run, 
….
Note: *, ** and *** show significance at 1, 5 and 10 per cent levels respectively. In short run, we find the bidirectional causality between financial development (measured by real domestic credit to private sector per capita) and poverty reduction (indicated by infant mortality rate). The relationship between economic growth and poverty reduction is bidirectional and feedback hypothesis is validated between financial development and economic growth.
Furthermore, poverty reduction is Granger cause of economic growth and financial development (proxies by real liquid liabilities per capita). There is complementary relationship is found between economic growth and financial development i.e. bidirectional.
Summary and Conclusions
This study dealt with the association between financial development and poverty reduction in Furthermore, our results show that financial sector development in Egypt also directly supports poverty reduction by broadening the access to finance of the poor. Finance transactions by smoothen consumption, enables poor households to accumulate assets and enables them to increase their income. This suggests that financial development in Egypt, like other countries, seems to lessen poverty beyond its effect on growth or what is referred to in the literature as trickledown theory. The study, therefore, concludes that financial development in Egypt seems to be pro-poor.
The above results help us provide two significant policy implications as follows. First, the government of Egypt should pay more attention to the types of economic activities occurring in the country, and the country's legal environment as it design and implement policies aiming at increasing the level of financial development in the country. Making desired legal environment that stimulate most wanted growth in economic activities that also reduce poverty should be a priority. In this regard, changes in the role played by small local banks on the country's financial system are worth examining further. This is important as small, local banks tend to have more information about small, local firms, and consumers and therefore will be at a better position than large banks to facilitate lending to new small local entrepreneurs. This is significant for a country like Egypt like many developing countries that need more small banks and microfinance to meet many of basic financial needs of the poor. There is evidence that small domestic banks tend to have more small clients as larger banks "cream-skim" the large good borrowers. Second, we suggest that the Egyptian government in considering development assistance to its financial sector should focus on achieving financial deepening involving microcredit programs to SMEs businesses. This will contribute to poverty reduction by broadening the access to, and reducing the cost of finance for SMEs as development assistance involving microcredit programs has been found to contribute to poverty reduction by broadening the access to, and reducing the cost of, finance for SMEs. This is important given that SME credit programs and microfinance have shown to advance poor households' economic and social wellbeing and reduce poverty in many countries.
